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PEOPLE’S REPUBLIC OF CHINA: KEY ECONOMIC INDICATORS 


1993 
1991 #4992 Projected 


Domestic Economy 1/ 
Population (millions) 1,172 1,188 
Natural Rate of Population Growth (3%) 1.4 1.4 
Official Unemployment (avg. % for year) 2.3 3.3 
GNP (billion yuan) 2,39 2,680 
Real GNP Growth (3%) 12.8 12.0 
GNP Per Capita (yuan) 2,041 2,256 
Gross Value Indus. Output (bill.yuan) 2/ 2,831 3,390 
Real GVIO Growth (%) 22.7 20.0 
Gross Value Agric. Output (bill.yuan) 2/ 876 902 
Real GVAO Growth (%) 3.0 3:0 
Retail Sales (billion yuan) 1089 1320 
Real Retail Sales Growth (%) 9.8 11.0 
Total Fixed Asset Investment (bill.yuan) 758.2 110 
Real Fixed Asset Invest. Growth (%) 31.2 35.0 


Domestic Finance 

General Retail Price Index (% Chg, Yr/Yr) 6.4 11.0 

Domestic Money Supply (M2) (bill.yuan) 3/ 2,64 3,380 
M2 Growth over Prior Year-end (%) 30.6 28.0 

Govt. Budget Surplus/Deficit as % of GNP -4.0 
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(US$ billions) 
PRC Exports (FOB) 


PRC Imports (CIF) 

Trade Balance 

Tourism Receipts 

Current Account Balance 

Foreign Direct Investment (paid in) 
Foreign Debt, Year-end 

Debt Service Paid (estimated) 3/ 

Debt Service Ratio (% of exports) 3/ 
Foreign Exchange Reserves (year-end) 4/ 
Average Exchange Rate for Year (yuan/US$) 
Average Swap Center Exchange Rate (yuan/USS) 
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U.S. Exports to China (FAS) 9.2 
U.S. Imports from China (FAS) 33.9 

-China Trade Balance -24.3 
Share of Chinese Exports (%) 33.7 
- Share of Chinese Imports (%) 9.3 
- Investment (Cumulative, Approved) 14.0 
. Share of Total Foreign Investment (%) 10.5 10.0 
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2/ All yuan are current yuan; growth rates are adjusted for inflation. 
Statistics for 1991 and 1992 are from official Chinese sources 
unless otherwise noted. Embassy estimates may differ from official 
statistics due to different methodology. 

2/ In accordance with the Material Product System (MPS) of national 
income accounting, GVIO and GVAO are calculated on a gross rather 
than a net basis. They are not directly comparable with GNP and 
national income, which are calculated on a value-added basis. 

3/ Embassy estimates. 

4/ China’s accounting of its official foreign exchange reserves was 
adjusted downward on a one-time basis in the fall of 1992 so as to 
bring these accounts into alignment with international practice. 

§/ Bilateral trade is based on U.S. Government data. Trade shares are 
calculated using official Chinese data for the totals and U.S. 
Government data for U.S. exports to and imports from the PRC. 





SUMMARY 


In 1992 China's economy grew rapidly as it continued down the 
reformist path. The Eighth National People's Congress held in 
March 1993 enshrined the economic reform line of senior 
leader Deng Xiaoping in the Chinese Constitution. With a 
release of economic energies brought about by reform and a 
favorable economic environment, China surged ahead with a 
real economic growth rate of nearly 13 percent per annun. 
This growth continued to raise the standard of living of 
Chinese citizens and to rapidly modernize whole sectors of 
the economy. Although its external surpluses are shrinking, 
China in 1992 still enjoyed a global trade surplus of $4.4 
billion and a current account surplus of over $6 billion. The 
agricultural sector also enjoyed a bountiful year. 


At the same time, many of the structural problems which have 
affected the economy for the last few years remain. These 
include inefficient performance by the state sector, a 
rapidly growing budget deficit and concurrent difficulties in 
financing this spending gap, and rapid money supply growth 
that is difficult for the central authorities to control. 


The rapid growth of the economy in this climate has raised 
fears of overheating. The overall retail price index rose by 
6.4 percent in 1992; during the first quarter of 1993, this 
index grew by 8.6 percent, and the urban cost-of-living index 
jumped to 15.7 percent. Investment boomed during 1992, as did 
industrial output. In many ways, however, we foresee 
continuing inflation that is driven by supply-side 
constraints, such as bottlenecks in the transportation system 
and lagging growth in energy supplies. Our forecast is that 
GNP will grow in 1993 by approximately 12 percent. Inflation 
will continue to rise throughout the year and economic 
reforms will continue. We are generally optimistic that the 
recession that will likely start in 1994 will not be as 
severe as that of 1988-89 and that economic growth will slow 
to a more sustainable level. 


U.S. investment in China continued to grow at a steady pace, 
as did Chinese investment in the United States. The United 
States is China's largest market, and our bilateral trade 
deficit continues to expand, even as China's global trade 
surpluses decline. During 1992, China adopted some measures 
to liberalize its trading environment, but multiple market 
access barriers remain. In October 1992, the United States 
and China signed a Memorandum of Understanding (MOU) on 
eliminating market access barriers, and the U.S. Government 
is pressing China for full implementation of MOU commitments. 
Other factors that influence the bilateral trade environment 
include the necessity for annual renewal of China's most- 
favored-nation status, human rights concerns, exports of 
Chinese goods made with prison labor, and illegal textile 
transshipments. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


1992: A Booming Economy In Need of Some Braking Action: In 
1992 China became the world's fastest growing economy. Pro- 
growth statements by senior leader Deng Xiaoping during a 
tour of southern China in January removed the main policy 
restraints from China's powerful economic locomotive. Real 
GNP growth in 1992 was 12.8 percent, up from 7 percent in 
1991, with the industrial component of GNP growing at over 20 
percent. Rapid growth continued to translate into higher 
living standards with urban and rural incomes rising in real 
terms by 8.8 percent and 5.9 percent respectively. Given the 
fast pace of GNP growth, inflation remained moderate. The 
nationwide retail price index rose to 6.4 percent at the end 
of 1992, but the figure for China's 35 largest cities was 
considerably higher at 10.9 percent. 


Nevertheless, towards the end of 1992 and certainly by the 
beginning of 1993, the stress points in the economy became 
evident. It is becoming increasingly clear that China will 
reach the peak of its current economic cycle in late 1993 or 
early 1994. The key guestion is how the downside of China's 
present boom cycle will be managed. 


There is a growing threat of economic overheating. During the 
first quarter of 1993, the national retail price index grew 
by 8.6 percent, and the urban cost-of-living index jumped to 
15.7 percent. Total investment grew by 51 percent during the 
year, with the category of nonproductive investment jumping 
by 60 percent. We foresee rising inflation being driven by 
supply-side constraints rather than by demand-pull 
considerations. Bottlenecks in the transportation system, 
particularly the railroads, worsened, with only 60 percent of 
demand being met. Energy supply growth lagged well behind 
demand and GNP growth, and government projections are that 
the shortfall will not improve in 1993. Communications 
bottlenecks exist, but should be easier to solve; 
infrastructural development in this area is roaring ahead. 
These bottlenecks, it should be noted, create opportunities 


for U.S. businesses, especially in the areas of energy and 
telecommunications. 


Industrial performance by the state sector continues to be 
relatively inefficient. Present statistical measures of 
efficiency have never regained pre-1988 levels, and 
stockpiling of excess commodities continues (although 
inventories do not appear to have grown as rapidly as they 
did in 1991). Budgetary subsidies were slightly higher than 
predicted, and cheap bank credit continues to subsidize the 
state-owned industrial sector. Much of the rapid economic 
growth in 1992 came not from the state sector, which was the 
target of much government attention, but from the relatively 
self-sufficient non-state ("collective" and "private") 
sector. American businesses would do well to search out 


partners for investment in this productive and increasingly 
market-oriented sphere. 
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Rigidities in the fiscal and financial sectors also play a 
role in the inflationary climate. The 1992 "hard" budget 
deficit increased to 4 percent of GNP (up from 3.4 percent in 
1991). As in years past, deficits were largely the result of 
overzealous local spending and high government expenditures 
on investment, although it is true that the government 
redirected some spending away from "nonproductive" uses into 
infrastructural development. Focusing on the state budget, 
however, understates the magnitude of the overall fiscal 
deficit. Beijing has taken many items off-budget, 
particularly industrial subsidies, and has put the burden of 
such financing on the already-strained banking system. 


As real interest rates on government bonds have declined, 
financing the deficit through debt issuance has become more 
difficult this year. We believe that the government reverted 
to mandatory placement of bonds in many cases, and the 
authorities also borrowed more heavily than usual from the 
banks in order to finance the deficit. 


The inflationary impact of this government borrowing was part 
of a broader monetary trend. In the first quarter of 1993, 
the money supply (measured in terms of M2) continued to grow 
at upwards of 30 percent annually, more than double the GNP 
growth rate; the foreign exchange swap center and black 
market exchange rates for the renminbi against the U.S. 
dollar devalued to 8:1 and 10:1 respectively; individual 
savings rates began to decline, and money began to flow out 
of low-yield bank accounts and government bonds into grey- 
market financial instruments and hoarded gold and foreign 
exchange. While these developments have contributed to needed 
financial deepening and helped to partly rationalize the 
economy, there is increasing concern that the government has 
lost a great deal of direct and indirect control over fiscal 
and monetary policies. While the state banks continue to pour 
the majority of their credit into the state sector, the other 
parts of the economy are increasingly turning to unofficial 
financial markets for capitalization. 


External Sector -- Turning The Corner?: In 1992, China's 
global trade surplus declined markedly to $4.4 billion from 
1991's level of $8.1 billion. This decline was due to a rapid 
growth in imports (up 26 percent) while export growth 
moderated (up 18 percent). In the first four months of 1993, 
China's imports exceeded its exports by $1.77 billion, 
putting the country's merchandise trade figures in the red 
for the first time since 1989. The Embassy anticipates that 
China's global trade will be in rough balance at the end of 
1993 and will move into global trade deficit in 1994, 

thus reversing a trend after three years of booming exports. 


Largely as a result of this development, preliminary figures 
indicate that China's current account balance in 1992 
declined to $6.4 billion from 1991's figure of $13.2 billion 
(tourism and service inflows provided some offsetting 
influence: receipts from international tourism in 1992 
totalled $3.9 billion, up from the record $2.8 billion in 
1991). Because of heavy outflows of capital investment by 
Chinese residents and repayments of foreign public and 
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private sector debt, China's capital account balance moved 
into a slight deficit during 1992. After a one-time 
accounting change, which was made to bring China's foreign 
exchange reserve accounts into alignment with international 
practice, China's official reserves at the end of 1992 stood 
at S19.4 billion. This amount is equal to only about two 
months of import cover at present. 


One of the reasons for the rapid growth in imports were moves 
by China to liberalize the import reqime. Beijing continued 
to loosen controls over investment approval, foreign trade, 
materials distribution, credit allocation, and prices. The 
United State also successfully negotiated two landmark trade 
agreements with China in 1992. China committed itself to 
strengthening intellectual property rights protection ina 
Memorandum of Understanding (MOU) signed on January 17, 1992. 
On October 10, 1992, the United States and China signed an 
MOU on market access that commits China to significant 
liberalization of key aspects of its import administration, 
including reduction of trade barriers and gradual opening of 
markets to foreign goods. Four broad areas were included in 
the MOU: the absence of regulatory transparency; import 
licensing requirements; import quotas, restrictions, and 
controls; and standards and certification requirements. This 
agreement opens new opportunities for U.S. exporters. 


China took in $7.3 billion in disbursed foreign loans during 
1992, bringing the country's total stock of debt to $69.3 
billion (up rather sharply from $60.5 billion at the end of 
1991, but representing the same percentage of GNP as the 1991 
figure). Estimates of China's present debt-service ratio 
center at around 11 percent of exports of goods and services, 
well below internationally accepted warning levels. It will 
be important to track future debt service payments in light 
of declining current account balances and relatively rapid 
growth in accumulation of foreign borrowings. Asian 
Development Bank and World Bank lending to China continued 
apace. 


China enjoyed an enormous surge in foreign investment in 
1992. Investment contracts in 1992 totalled over $58 billion, 
an increase over 1991 of nearly 400 percent, and an amount 
equal to all commitments in the previous 13 years combined. 
There were significant increases from all major foreign 
sources, including Hong Kong, Taiwan, the United States, 
Japan, Southeast Asia, and the European Community. Actual, 
realized foreign investment in 1992 also hit a record $11 
billion. In 1992, the United States ranked third after Hong 
Kong and Taiwan in terms of new investment contracts, with 
Japan a distant fourth. Much of this increase is due to the 
official encouragement of the central government, and 
specific directions from senior leader Deng Xiaoping added 
additional impetus. Senior Chinese officials predict further 
reforms in investment laws and regulations in the near future 
to improve China's investment environment. Investor interest 
continues to run high, and if current trends continue, 1993 
will be another record year for foreign investment. 





ECONOMIC TRENDS 


The Embassy continues to be impressed by the vitality of the 
Chinese economy, as well as by its continuing transformation 
into a market-based economic system. There seems to us to be 
little question at this point about the commitment to 
economic reform. The first session of the Eighth National 
People's Congress (NPC) held in March 1993 enshrined the 
economic reform line of Deng Xiaoping in the Chinese 
Constitution and gave the central government's imprimatur to 
continued growth and reform. Actions of this session of the 
NPC also approved measures to streamline China's inefficient 
economic bureaucracy and to downsize the state's economic 
central planning mechanism, but how efficiently these 
measures will be implemented remains to be seen. 


At the same time, the economy seems to be entering a more 
difficult period when rising inflationary pressures meeting 
head-on with inefficiencies and bottlenecks could lead to a 
cycle of stagflation. Earlier in this report, we noted some 
of the short-term pressures affecting China's economic 
health. There are longer term stresses that also bear 
watching: 


China's economy is still too subject to administrative 
interference and "rule by man", as opposed to "rule by law." 
Interference by officials at all levels of government 
negatively affects the rationality of economic decision- 
making. Likewise, the government has insufficient indirect 
tools to smooth out cyclical factors in a sophisticated 
manner; monetary policy levers, for example, are largely 
restricted to direct controls on credit allocation in the 
absence of flexible interest rates, open market operations, 
etc. The devolving of economic authority to lower levels has 
had many beneficial effects; it has also made it increasingly 
difficult for the center to enforce unpopular economic 
policies or to rein in more energetic and experimental 
locales. 


In an area that specifically concerns foreiqn businesspeople, 
the irrational foreiqn exchange system has become a major 
trade and macroeconomic irritant. China's dual exchange-rate 
system provides great opportunities for speculation by state 
firms that have access to the preferential rates. Heavy 
government interference in the quasi-market "swap centers" 
keeps them from meeting the overall demand for foreign 
exchange and drives holders of hard currency to the black 
market, where many large commercial transactions are now 
handled. These rigidities act as a trade barrier by 
restricting the foreign exchange needed by importers. They 
particularly hurt foreign joint ventures that cannot easily 
adjust the prices of their products to cover the rising price 
of foreign exchange, even if they were willing to pay black 
market prices. The lack of convertibility, the inability to 
hedge against exchange-rate risk, and the overall non- 
transparency of this regime are serious problems in the 
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economy. China will have to marketize this area if it wishes 
to meet the requirements of international economic bodies 
such as the International Monetary Fund (IMF) and the General 
Agreement on Tariffs and Trade (GATT). 


Another long-term problem is the imbalances between China's 
booming coastal areas and the slower-growing interior 
regions. While the standard of living in the interior has 
improved markedly, it has not grown at the same speed as the 
coastal regions. Declining investment in rural areas and a 
long-standing tendency among officials to treat agricultural 
issues as secondary to the more dynamic industrial and 
foreign-invested sectors exacerbates this problem. These 
imbalances and the resentment connected with them will be a 
continuing problem at least throughout this decade that will 
warrant increased attention. 


The Embassy estimates that GNP will grow in 1993 by 
approximately 12 percent, again exceeding government targets. 
We also anticipate that industrial output will grow in real 
terms by 12 percent (down from 14 percent in 1992). The 
agricultural sector, barring natural disasters, should enjoy 
another bountiful year, although the outlook for certain key 
commodities, notably cotton, is less certain because of 
problems in the state procurement system experienced in 1992. 
We expect the gross value of agricultural output (GVAO) to 
grow at approximately the same rate as it did in 1992. 
Inflation rates will continue to rise throughout the year, 
with the national retail price index reaching double digits, 
and urban price indices rising by 17-20 percent. As China's 
current account surplus declines and the capital account 
moves into deficit, we predict that official foreign exchange 
reserves will stay at the present $20 billion level or 
decline slightly towards the end of 1993. The Embassy 
estimates that China will import $99.1 billion worth of goods 
in 1993 and will export $99.5 billion. Domestic credit will 
continue to tighten as the central bank attempts to stem the 
rapid rate of money supply growth. 


Reforms of the economic structure will continue steadily, 
albeit with official rhetoric outpacing actual change. 
Priority areas for reform activity will be the foreign trade 
system, the domestic banking and taxation systems, securities 
markets, and social welfare schemes. Trade liberalization 
will to some extent be driven by China's desire to join GATT 
and further align itself with international practice. The 
shaky finances of the state and state enterprises will 
continue to add to existing pressure to rationalize the tax 
system, to allow state banks to operate as true commercial 
entities, to improve budget-making processes, and to give the 
central bank both the authority and the tools it needs to 
conduct monetary policy. Reforms in the state industrial 
sector will make necessary continuing improvements in the 
social welfare systen. 
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IMPLICATIONS FOR THE UNITED STATES 


The United States:China's NumberOne Market: United States- 
China bilateral trade totalled $33.1 billion in 1992, 
according to U.S. Department of Commerce statistics. The 31 
percent growth in bilateral trade was significantly stronger 
than the growth rate of China’s global trade. Exports to the 
United States grew faster than global exports while imports 
from the United States essentially kept pace with imports 
from other suppliers. The United States had a 1992 trade 
deficit of $18.3 billion with the China, second only to the 
United States-Japanese trade deficit. China is the fifth 
largest exporter to the United States; the United States, 
according to Commerce statistics, was China's largest trade 
partner in 1992. 


U.S. exports to China were $7.5 billion in 1992, up 19 
percent from 1991. Bumper harvests depressed Chinese demand 
for imported grain; U.S. grain sales to China -- long a 
staple of bilateral trade --dropped 33 percent from 1991 to 
1992, down 47 percent from its 1990 levels. U.S. sales of 
aircraft, electric power generating equipment, electric 
machinery and equipment, medical and surgical equipment, 
automobiles, mineral fuel, iron, and steel continued an 
upward trend begun in 1990, growing at very high rates. The 
aircraft and parts sector led U.S. exports, with just over $2 
billion in sales and a growth rate of 90 percent compared 
with 1991. 


Based on U.S. statistics, the United States is China's 
largest market. U.S. imports from China in 1992 totalled 
$25.7 billion, up 35 percent compared with 1991. The greatest 
increases in U.S. imports of Chinese goods were registered in 
toys and games, telecommunications and electrical machinery, 
footwear, leather travel goods, electricity generation 
equipment, and machinery with growth rates between 20 and 60 
percent. Textile products are still China's number one export 
to the United States, at $4.5 billion, with a growth rate of 
30 percent in 1992. 


Chinese sales to the United States continued to boom in early 
1993. Imports from China were up 12 percent in the first two 
months of 1993 compared with the same period in 1992; U.S. 
exports to China increased 34 percent. If these trends 
cOontinue, the United States may register a $20 billion trade 
deficit with China in 1993. 


On May 28, 1993, President Clinton announced he would renew 
China's, MFN status for one year. Whether the President will 
extend MFN in 1994, however, will depend upon whether China 
makes significant progress in improving its human rights 
record. The President's Executive Order outlines the factors 
which the Secretary of State is to take into consideration 
when making a recommendation on MFN extension next year. 


Both the U.S. bilateral trade deficit and U.S. imports from 
China are likely to increase in the years ahead. China faces 
import restrictions in many markets. It will, therefore, 





-10- 


continue its export efforts to the United States -- its most 
lucrative and accessible market for sales of manufactured 
products -- while seeking new markets in Asia, Europe, and 
among developing nations. 


The United States will continue to be one of China's primary 
suppliers of raw materials, chemicals, and agricultural 
products. These are products that China needs to make up for 
domestic shortfalls and to meet industrial and agricultural 
production targets. Bumper harvests will, however, probably 
reduce the prospects for grain and cotton sales in the near 
term. 


As part of China's policy of reforming its economy and 
opening up to the outside world, and in furthering its 
application to join the GATT, China has adopted some measures 
to liberalize its market. Nonetheless, access to China's 
market continues to be problematic. In October 1991, the 
United States initiated a Section 301 investigation of 
China's market access barriers. At the conclusion of a year 
long negotiation, the United States and China signed a MOU 
which provides for the phased elimination of non tariff 


barriers on key U.S. exports and tariff reductions in certain 
sectors. 


U.S. exporters of machinery and electronic equipment 
frequently face stiff competition from third country 
suppliers, whose sales are sometimes backed by government- 
financed soft loans Nonetheless, U.S. export opportunities 
exist for sales related to development of China's priority 
sectors (transport, communications, raw materials, and 
energy) and for inputs in projects with multilateral and 
Japanese untied concessional financing. 


China's failure to provide adequate and effective protection 
of intellectual property rights led to a Special 301 
investigation of these practices in 1991. Specific areas of 
concern to the United States included the lack of adequate 
and effective protection for U.S. copyrighted works, 
including computer software, and the absence of product 
patent protection for U.S. pharmaceuticals and chemicals. The 
United States and China signed a MOU in January 1992 which 
addressed these issues and concerns. Subsequently, as part of 
the agreement, China has signed the Berne Convention. 


Other factors also influence the bilateral trade environment. 
China's status as a most-favored-nation trading partner of 
the United States must be renewed annually. Sales of advanced 
technology items to China remain subject to U.S. national 
security and COCOM controls. U.S. legislation also restricts 
most sales of munitions, crime control, and niuclear-related 
technology and equipment to China. Exports to the United 
States of Chinese goods made with prison labor and illegal 
textile transshipments also influence the trading 
relationship. 


U.S.Investment In China:Shiftingp Patterns: To date, U.S. 
companies have entered agreements to establish a total of 
more than 2,800 equity joint ventures, contractual joint 
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ventures, and wholly foreign-owned enterprises in China. U.S. 
investment stalled following the Tiananmen Incident, falling 
44 percent in 1990 from the previous year. In 1991, however, 
U.S. companies signalled their continued interest in China by 
concluding investment contracts for $548 million, a 53.5 
percent increase over 1990. In 1992, investment continued to 
expand at a rapid pace. Total contracted U.S. investment in 
1992 equaled $3.12 billion. The United States is China's 


third largest investor, after Hong Kong and slightly behind 
Japan. 


U.S. businesses invest in China for a variety of reasons. By 
establishing a manufacturing joint venture, many U.S. firms 
hope to overcome difficulties related to Chinese foreign 
exchange controls and restrictions on imports. For example, 
certain U.S. companies have been very successful in the 
domestic consumer market, tapping consumer demand for high- 
quality consumer goods. Some U.S. companies have invested in 
China to supply rapidly growing domestic demand from a local 
production base. In other industries, such as aerospace, U.S. 
companies have set up ventures to produce components and 
other products that can be exported to meet contractual 
countertrade commitments. In addition, many investors in the 
coastal regions have taken advantage of China's relatively 
well-educated, low-cost labor force to produce for export. 
Finally, China has attracted investors interested in 
developing its rich natural resource base, especially fossil 
fuels. 


Nearly half of U.S. investment projects in China involve 
light manufacturing, with the majority of these being 
electronics. Next in importance is agriculture and food 
processing. In terms of the size of investment, the largest 
investments are in the petrochemical, tourism, and 
transportation sectors. Beijing's previous restrictions on 
foreign capital participation in the development of inland 
oil reserves has recently been relaxed. This policy 
liberalization may expand U.S. commercial involvement in 
China's petroleum industry. Also, the restrictions on 
investment in some service industries are also being slowly 
loosened, including retail, real estate, utilities, 
transportation, insurance and banking. 


Chinese investment in the United States is growing. In mid- 
1991, its current value was estimated at approximately $400 
million. The United States has a bilateral tax treaty with 
China. There is no bilateral investment treaty. The U.S. 
Overseas Private Investment Corporation (OPIC) does not 
currently offer its programs and services for U.S. companies 
investing in China because of U.S. Government sanctions 
imposed in late 1989. The U.S. Trade and Development Agency 
has suspended activities in China for the same reason. 


Although official Chinese policy encourages foreign 
investment, actual conditions faced by investors are often 
difficult. In many cases, prolonged and costly contract 
negotiations precede a lengthy process of bureaucratic 
approval. This situation suggests that, in general, foreign 
investors in China should have deep pockets and an ability to 
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withstand delays and cost overruns. Moreover, because the 
Chinese currency is inconvertible, investment projects must 
be structured in a way that will allow them to balance their 
foreign exchange receipts and expenditures (including the 
foreign partner's share of profits to be remitted out of 
China). Although foreign exchange can be obtained by 
authorized joint ventures through the "swap markets," 
recently availability of hard currency, even at a sizable 
premium, has been limited and unpredictable. 


Investors must also learn to cope with the opacity and 
occasional arbitrariness of the Chinese centrally planned 
economy and a less than complete legal system. In practice, 
lack of experience has led to misunderstandings and 
unrealistic expectations on both sides, and resolution of 
operational problems has tended to be ad hoc. In response to 
frequent criticism of its investment climate, the Chinese 
Government continues to promulgate new regulations and take 
other steps to improve the situation. 


Best Prospects for U.S. Equipment and Technology Exports: 
Although much of the power in decisions regarding procurement 
in China continue to devolve from the center to the provinces 
or the end-user, the priority market sectors in which imports 
of foreign technology and equipment will be favored are still 
determined by the central authorities in Beijing. According 
to the eighth five-year plan, China is now channeling state 


investment and foreign loans into the development of these 
key sectors: 


agriculture and water conservancy 
energy and raw materials industries 
transportation and telecommunications 
the electronics industry 


U. S. companies are competitive and have good prospects in 
several of these sectors. Top prospects for U.S. exports are: 


o Aerospace: This industry leads the list in doliar volume. 
It accounted for 27 percent of U.S. Exports to China, 
totaling $2.1 billion in 1992. In the two-year period 
between 1990 and 1992, aerospace exports from the United 
States grew 174 percent. The current year is off ona 
strong foot, with January-February exports up 34 percent 
above sales of the same period last year. Related sectors, 
such as air traffic control, avionics, and airport 
equipment and services, are also strong potential markets. 


Agricultural and Industrial Chemicals: U.S. sales of 
fertilizer to China fell to $600 million in 1992. Sales of 
organic chemicals also slipped during the year. This trend 
is the result of increased investment in local chemical 
production. Thus, sales of chemical production equipment, 
process control technology, and engineering services should 
increase substantially in the near future. 


Power Generation Equipment: In 1992, U.S. companies shipped 
over $1.1 billion in electricity generation equipment, 
including boilers, generators, and parts. Exports to this 
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sector should continue to increase rapidly as China invests 
huge sums to expand its installed capacity at the rate of 
13,000 to 15,000 MW per annum over the next few years. 


Electronics: This sector grew rapidly during 1992, leading 
to total sales of $464 million, an increase of 76 percent 
over 1990. Exports in 1993 look very strong, with January- 
February exports 172 percent above the same period last 
year. China is interested in expanding imports of 
electronic components, advanced computers, 
telecommunications equipment, instruments and other 
electronic items. 


Optical, Photo and Medical Equipment: The United States 
exported $435 million worth of equipment in this category 
in’1992, up 37 percent from 1990 and up 92 percent from 
1991. U.S. equipment is perceived to be among the best 
available by Chinese end-users in this field. 


Cars and Trucks: In 1990, imports in this area were 
relatively insignificant. This situation has changed 
dramatically. Total exports in 1992 of $273 million is 420 
percent above the 1990 level. This sector will continue to 
be strong, as evidenced by a recent trade mission purchase 
of 14,000 vehicles from Ford, Chrysler, and General Motors. 
However, growth remains protected by high import duties, 
between 50 and 270 percent on some models. 


Petroleum Products: The market for U.S. exports in 
petroleum products grew to $200 million in 1992, 43 times 
the 1990 level. This rapid pace of growth is due to a low 
base point. However, China is likely to become a net 
importer of oil by 1995. Thus, growth in imports of mineral 
fuels is likely to continue. 


Due to China's rapid rate of economic growth, U.S. exports in 
many smaller sectors are also growing rapidly. They include: 
oil seeds, seafood, clocks and watches, tin and articles 
thereof, edible fruits and nuts, cork and related articles, 
knitted and crocheted goods, edible vegetables, copper and 
related articles, animal and vegetable fats and oils, 
photographic and cinematographic equipment, nickel and 
articles thereof, feathers and down, works of art and 
antiques, leather art, footwear, furniture and bedding, glass 
and glassware, aluminum and aluminum products, raw hides and 
skins, meat and edible meat offal, iron and steel, natural 
pearls and precious stones, coffee and tea, toys and sporting 
equipment, wool and animal hair, ships and boats, explosives 
and pyrotechnics, wadding and felt, rope, live trees and 
plants, tanning and dye extracts, and musical instruments. 
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The Trade Information Center is a one-stop information source on the multitude of Federal 
export assistance programs. The Center is operated by the Trade Promotion Coordinating 
Committee (TPCC), which includes the 19 Federal agencies responsible for international trade 
and export promotion, 











1-800-USA-TRADE 
(1-800-872-8723) 








International trade specialists can be reached weekdays from 8:30 a.m. to 6 p.m. on the Center’s 

toll-free “800” line. These professionals advise exporters on how to locate and utilize govern- 

ment programs and guide them through the export process. They are ready to answer a wide 

variety of questions ranging from how to respond to an international order, to what the top , 
foreign markets are for a particular product. 


Information Available from the Center 


The Trade Information Center is an access point for information on all Federal export assistance 
programs, including those that provide: 


e Export Counseling 

e International Market Research and Trade Leads 

e Overseas and Domestic Trade Events and Activities 

e Export Financing 

e Advice on Documentation and Licensing Requirements 


Callers can get reports and statistics from the computerized National Trade Data Bank, which 
includes over 100,000 government documents related to export promotion and international 
markets. The Trade Information Center staff also advises businesses on upcoming conferences, 
trade missions and fairs offered in the U.S. and overseas by both federal, state, and local organi- 
zations. 


How to Reach the Trade Information Center 


Businesses can reach the Trade Information Center through a nationwide toll-free number: 
1-800-USA-TRADE (1-800-872-8723). Deaf and hearing-impaired callers can use a toll-free 
telecommunications device: 1-800-TDD-TRADE (1-800-833-8723). The Center is open from 
8:30 a.m. to 6:00 p.m., Monday through Friday, and a message center takes calls after hours. 
The Center is located in the Department of Commerce at 14th Street and Constitution Avenue, 
N.W., Room 7424, Washington, D.C., 20230 





ui ze Zs 
as 


40 


Is 


E 


2 


lz 


FFFEEFEE 
F =_— 
wo 
o 


we fie 


lle. 


WZ Wa tes 








